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This study examines the determinants of capital structure of 182 Malaysian listed 
firms utilizing panel data from 1986-2001. To enhance the capital structure model, 
this study incorporated macroeconomics variables together with the traditional 
financial ratios in determining the capital structure choice. Besides, this study also 
employs the dynamic capital structure model, using panel data analysis, to estimate 
the parameters of interest and the speed of adjustment of Malaysian listed firms 
towards target level of leverage. In fact, this is the pioneer attempts in the 
application of the dynamic analysis to capital structure model and utilization of 
large data set of Malaysian listed firms. Thus the results would be of great 
contribution especially in the context of the emerging market. 
Empirical results show the following. First, the results of the static capital structure 
model using the pooled OLS estimation and Fixed Effects (FE) models were 
analyzed and compared. Of these static models, after correcting for 
heteroscedasticity and autocorrelation problems, the Generalised Least Square 
(GLS) method is the best static model because it has the higher goodness of fit of 
90.94% compared to 57.52% (i.e. comparison between the Lev6 of market value 
model of GLS estimation and the Lev6 of market value model estimated by 
Transformed Regression Model). Second, the dynamic capital structure model was 
estimated using a must stronger estimation technique, Generalised Method of 
Moments (GMM). Under the GMM estimation, this study deploys a consistent 
estimation method as suggested by Anderson and Hsiao (1982) and Arellano and 
Bond (1991). For comparison purposes, pooled OLS estimates were also obtained. 
After comparing the results, this study concluded that Arellano and Bond's method 
is the most appropriate for the dynamic model because the performance of its 
estimators results in smaller variances than those associated with Anderson and 
Hsiao's approach. 
The final dynamic capital structure model reveals that 13 variables were 
significantly related with the level of leverage and eight variables were not 
significant. In addition to firm-specific characteristics, this study found that 
macroeconomics variables are also important factor in determining the financing 
decision. These empirical findings support the study hypothesis that 
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macroeconomics factors were also important and would affect capital structure 
choice. The three most significant determinants are, (i) lagged leverage, (ii) non- 
debt tax shield, and (iii) money supply. The sign of these relations suggest that 
both the pecking order theory and the trade off theory are at work in explaining the 
capital structure. The results also show that Malaysian firms adjust toward target 
leverage but the speed of adjustment of 0.47 is slower compared to 0.57' for 
developed countries such as United States and United Kingdom. Besides, it seems 
that the cost of deviating from the target leverage is not generally large enough to 
motivate costly external capital market transaction. 
It was observed that the capital structure model reported in the literature especially 
for Malaysian has only been short-term in nature because they are based on a static 
snapshot framework. The empirical evidence of this study clearly indicates that the 
findings from such studies were found to be seriously underestimating the impact 
of the explanatory variables in the long-term equilibrium. This long-term outlook 
and its finding is a new contribution to the issue in the Malaysian context. 
In the second part, two corporate financial distress models were constructed for 
Malaysian listed firms. Eight independent variables were used for the capital 
structure prediction model (CS-prediction model), while nine selected literature 
based variables were deployed for literature based prediction model (L-prediction 
' This is an average sped of adjustment for United States and United Kingdom. 
model) and observed the models' accuracy. The in-sample overall accuracy of the 
CS-prediction model is 71.1% and the L-prediction model is 85.2%. The 
Nagelkerke R~ of the CS-prediction is 45.50% while L-prediction model is 
62.40%, which implies that relatively the literature based predictors of the model 
significantly explained the contribution to the financial distress. 
Further, the predictive power of both models was tested using the holdout samples. 
Comparatively, for the first three years period prior to distress, this study found 
that the L-model consistently outperformed the CS-model. In fact, the results of L- 
model demonstrated excellent Type I accuracy2 of 1 OO%, Type 11 accuracy3 of 
90% and overall accuracy of 95.00% one year prior to distress. It was also 
observed that the overall accuracy remained high for the second year (94.99%) and 
the third year (84.99%). 
The estimation results of L-prediction model confirmed all the expectations. The 
model indicates that declining profit margin on sales (T1) and operating efficiency 
(T9) contributes significantly towards the firm becoming financially distressed, 
while the total debt ratio (T6) and current liabilities to total assets ratio (T7) are 
shown to have direct contribution to the financial distress. Of these significant 
variables, the total debt ratio (T6) and current liabilities to total assets ratio (T7) 
were found to be the two most significant factors in determining the outcomes of 
* Correctly classify a financially distressed firm as distressed firm. 
Correctly classify a healthy firm as healthy. 
financial distress with the largest elasticity value of 14.1600 and 10.3480 
respectively. In general, these results are consistent with the trade-off theory which 
predicts that highly leveraged firm is vulnerable to financial distress. The results 
also shed some light on the factors that caused financial distress to many 
Malaysian listed companies. Following these results, the study concluded that firm 
with less profit margin on sales (TI) and operating efficiency (T9) and high in total 
debt ratio (T6) and current liabilities to total assets ratio (T7) would have higher 
financial distress prospect in Malaysia. In sum, the L-prediction model is the 
preferred corporate financial distress prediction model and is capable of providing 
effective early warnings information of financial distress especially three years 
period prior to distress. 
Abstrak tesis yang dikemukakan kepada Senat Universiti Putra Malaysia sebagai 
memenuhi keperluan untuk ijazah Doktor Falsafah. 
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Kajian ini memeriksa penentuan struktur modal bagi 182 buah syarikat Malaysia 
yang disenaraikan di Bursa Malaysia mengguna data panel dari tahun 1986-200 1. 
Untuk memperkasakan model struktur modal, kajian ini menggambilkira variabel 
makroekonomi bersama-sama dengan variabel lazim nisbah kewangan dalam 
penentuan pemilihan struktur modal. Disamping itu, melalui analisis data panel, 
kajian ini juga mengguna model struktur modal dinamik untuk menganggarkan 
parameter pilihan dan kadar kelajuan ubahsuai ke arah paras struktur modal sasaran 
oleh syarikat Malaysia yang disenaraikan. Sesungguhnya, kajian ini merupakan 
salah satu percubaan perintis dalam aplikasi analisis dinamik ke atas model struktu 
modal dan penggunaan data panel yang bersaiz besar melibatkan syarikat Malaysia 
yang disenaraikan. Oleh ha1 demikian, hasil kajian ini akan memberi sumbangan 
besar terutamanya dalam konteks negara sedang membangun. 
Keputusan empirikal menunjukkan perkara-perkara berikut. Pertama, keputusan 
dari model struktur modal statik yang menggunakan penganggaran pooled OLS dan 
model Fired Effects dianalisis dan dibuat perbandingan. Daripada kedua-dua model 
statik ini, selepas diselaraskan masalah heteroskedastisiti serta autokorelasi, 
penganggaran Generalised Least Squares (GLS) didapati merupakan kaedah 
terbaik untuk model statik kerana ianya menghasilkan nilai pekali penentuan 
diubahsuai, R * yang lebih tinggi iaitu 90.94% berbanding dengan 57.52% (i.e. 
perbandingan diantara model nilai pasaran Lev6 untuk GLS dengan model nilai 
pasaran Lev6 untuk Model Regresi Diubahsuai). Kedua, model struktur modal 
dinamik dianggar menggunakan teknik penggangaran yang lebih berkesan, iaitu 
Generalised Method of Moments (GMM). Melalui penganggaran GMM, kajian ini 
mengunapakai kaedah penganggaran kosisten seperti disyorkan oleh Anderson dan 
Hsiao (1982) dan Arellano dan Bond (1991). Untuk tujuan perbandingan, anggaran 
melalui pooled OLS juga diperolehi. Selepas membandingkan kesemua keputusan, 
kajian ini membuat kesimpulan bahawa kaedah Arellano dan Bond adalah yang 
paling sesuai untuk model dinarnik kerana prestasi penganggamya menjanakan 
sisihan lebih kecil berbanding dengan pendekatan Anderson dan Hsiao. 
Model struktur modal dinamik muktahir menunjukkan bahawa 13 variabel ada 
hubungan signifikan dengan paras pengumpilan manakala lapan variabel tidak 
signifikan. Selain daripada ciri khusus firma, kajian ini mendapati variabel 
makroekonomi juga merupakan faktor penting menentukan keputusan pinjaman. 
Hasil kajian ini menyokong hipotesis kajian bahawa faktor makroekonomi juga 
penting dan mempengaruhi pilihan struktur modal. Tiga faktor paling signifikan 
ialah (i) keumpilan lat 1 (ii) lindung cukai bukan hutang dan (iii) penawaran wang. 
Tanda arah korelasi mengesyorkan bahawa kedua-dua teori iaitu teori susunan 
patukan dan trade-off theory beroperasi dan marnpu menjelaskan struktur modal. 
Keputusan kajian juga menunjukkan bahawa syarikat di Malaysia melaksanakan 
pengubahsuaian ke arah paras pengumpilan sasaran tetapi kadar ubahsuai sebanyak 
0.47 adalah lebih perlahan berbanding dengan kadar 0.57' di negara maju seperti di 
Amerika Syarikat dan United Kingdom. Disarnping itu, diperhatikan bahawa kos 
ketidakseimbangan daripada paras pengumpilan sasaran tidak mencukupi untuk 
mendorong syarikat mengambil modal luar kerana transaksi pasaran modal yang 
mahal. 
Diperhatikan bahawa model struktur modal yang dilaporkan dalam karya 
kewangan terutamanya di Malaysia biasanya bersifat jangka pendek kerana model 
kajian berkenaan berlandaskan kerangka statik. Bukti empirikal kajian ini jelas 
menunjukkan bahawa penemuan daripada kajian sedemikian telah 
memperkecilkan impak variabel bebas dalam keseimbangan jangka panjang. Dalarn 
konteks Malaysia, perspektif jangka panjang kajian ini serta hasilnya merupakan 
sumbangan baru kepada isu ini. 
I Ini adalah kadar kelajuan ubahsuai purata bagi Negara Amerika Syarikat dan United Kingdom. 
Di bahagian kedua, kajian ini membina model peramalan kesempitan kewangan 
korporat untuk syarikat Malaysia yang disenaraikan. Lapan variabel bebas 
digunakan untuk membangunkan model peramalan berasaskan variabel struktur 
modal (model peramalan-CS) sementara sembilan variabel bebas berdasarkan 
karya kewangan digunakan untuk membina model peramalan karya (model 
peramalan-L) dan seterusnya menganalisis ketepatan peramalan model-model 
berkenaan. Ketepatan menyeluruh sarnpel untuk model perama!an-CS ialah 7 1.1% 
dan model peramalan-L ialah 85.2%. Nilai Nagelkerke R~ model peramalan-CS 
ialah 45.5% sementara model peramalan-L ialah 62.4%. Ini bermakna secara 
relatif, variabel bebas dari model berdasarkan karya kewangan menerangkan 
dengan signifikan akan variasi kesempitan kewangan korporat. 
Seterusnya, keupayaan peramalan kedua-dua model diuji menggunakan sarnpel 
berasingan. Secara perbandingan, bagi tiga tahun pertama sebelum kesempitan 
kewangan, keputusan prestasi peramalan dari model-L sentiasa mengatasi model- 
CS. Keputusan model-L menunjukkan ketepatan yang begitu tinggi dimana 
ketepatan Jenis 1' sebanyak loo%, ketepatan Jenis U3 90% dan ketepatan 
keseluruhan sebanyak 95%. Adalah juga diperhatikan bahawa ketepatan 
keseluruhan model berkenaan mencapai peratusan yang tinggi untuk tahun kedua 
(94.99%) dan tahun ketiga (84.99%). 
2 Berjaya megenalpasti syarikat yang kesempitan kewangan sebagai syarikat yang menghadapi 
kesempitan. 
Berjaya megenalpasti syarikat yang bukan dalam kesempitan kewangan sebagai syarikat yang 
kukuh. 
Keputusan penganggaran model peramalan-L mengesahkan semua jangkaan. 
Model ini menunjukkan bahawa penumnan margin keuntungan ke atas jualan (TI) 
dan kecekapan operasi (T9) menyumbang dengan signifikan ke atas kebarangkalian 
syarikat menghadapi kesempitan kewangan, sementara nisbah jumlah hutang (T6) 
dan nisbah liabiliti semasa ke atas jumlah aset (T7) memberi sumbangan langsung 
kepada kesempitan kewangan. Daripada kalangan variabel yang signifikan ini, 
nisbah jumlah hutang (T6) dan nisbah liabiliti semasa ke atas jumlah aset (T7) 
didapati merupakan dua faktor terpenting dalam menentukan kemungkinan 
kesempitan kewangan kerana kedua variabel berkenaan memiliki nilai keanjalan 
tertinggi sebanyak 14.1600 dan 10.3480 masing-masing. Secara umumnya, hasil 
kajian adalah konsisten dengan trade-off theory yang menyatakan bahawa syarikat 
berkeumpilan tinggi akan lebih terdedah kepada masalah kesempitan kewangan. 
Keputusan kajian ini juga memberi petunjuk mengenai faktor yang menyebabkan 
kesempitan kewangan kepada syarikat Malaysia yang disenaraikan. Berdasarkan 
keputusan berkenaan, kajian ini menyimpulkan bahawa syarikat yang kurang 
margin keuntungan ke atas jualan (TI) dan kecekapan operasi (T9) serta tinggi pada 
nisbah jumlah hutang (T6) dan nisbah liabiliti semasa ke atas jumlah aset (T7) akan 
berpotensi tinggi untuk menghadapi kesempitan kewangan di Malaysia. Akhir 
sekali, model peramalan-L adalah model kesempitan kewangn korporat pilihan 
kerana model ini berkeupayaan untuk menyediakan informasi amaran awal yang 
berkesan mengenai kesempitan kewangan korporat terutamanya tiga tahun sebelum 
syarikat dilanda kesempitan. 
... 
X l l l  
ACKNOWLEDGEMENTS 
This study would not have been possible without the financial support from the 
Public Services Department (PSD). I truly appreciate and thank PSD for the 
scholarship, which allows me to pursue my doctoral degree on a full time basis at 
Universiti Putra Malaysia and its generous assistance during my studies. 
I am especially grateful to my main supervisor, Professor Dr. Annuar Md Nassir 
for his contilluous support, generosity and thorough critique of the thesis. My 
sincere appreciation and utmost respect also goes to my committee members, 
Professor Dr. Shamsher Moharned and Dr. Taufiq Hassan Chowdury, for their 
patience and helpful comments throughout the development and completion of the 
study. Special thanks are due to Professor Dr. Mohamed Ariff Moharned, 
Professor of Finance, Monash University, Australia, for his valuable suggestions 
and sharing his erudite knowledge in corporate finance especially at the early stage 
of shaping the research topic, for which I am truly indebted. 
I would like to thank my close friend, Dr. Fadzil Mohd Hashim, from the Prime 
Minister's Department, Putrajaya, whose innumerable advice and ardent 
encouragement contributed to my continuation of study at Universiti Putra 
Malaysia. Besides, I highly appreciate the staff of the Bursa Malaysia for 
providing me with relevant firm level data and materials. Not forgetting, a lot of 
thanks go to Mohd Rosnizam Mohd Deris, who tirelessly assisted me in keying all 
the sample data into the computer. 
Deep in my heart, I owe special debt to my parents, Hussain Abu Bakar and Nong 
Mustapha, who instilled in me the value of education and virtuous qualities. 
Indeed, these are the fundamental ingredient that driving me moving forward with 
confidence. 
My final and largest debt surely goes to my beloved wife, Khaironnisak Hj. Johod, 
whose unconditional love, understanding and patience helped me accomplished 
my intellectual voyage and life long dream. My gratitude also to my handsome 
sons, Amar, Amin, Azlan, Aiman, and cute daughters, Khairon Hamizah and 
Khairon Hazimah, whose constant laughter and distraction, help me kept my sanity 
throughout my PhD program. 
I certify that an Examination Committee met on 12 April 2005 to conduct the final 
examination of Mohmad Isa bin Hussain on his Doctor of Philosophy thesis entitled 
"Determination of Capital Structure and Prediction of Corporate Financial Distress" 
in accordance with Universiti Pertanian Malaysia (Higher Degree) Act 1980 and 
Universiti Pertanian Malaysia (Higher Degree) Regulations 198 1. The Committee 
recommends that the candidate be awarded the relevant degree. Members of the 
Examination Committee are as follows: 
Maisom Abdullah, PhD 
Professor 
Faculty of Economics and Management 
Universiti Putra Malaysia 
(Chairman) 
Muzafar Shah Habibullah, PhD 
Professor 
Faculty of Economics and Management 
Universiti Putra Malaysia 
(Internal Examiner) 
Mohamed Ali Abdul Hamid, PhD 
Professor 
Faculty of Economics and Management 
Universiti Putra Malaysia 
(Internal Examiner) 
Fauzias Mat Nor, PhD 
Professor 
Faculty of Economics and Business 
Universiti Kebangsaan Malaysia 
(External Examiner) 
zAm&p9 
H ABDUL RASHID, PhD 
~rofessorSbe~u t~  Dean 
School of Graduate Studies 
Universiti Putra Malaysia 
Date: 2 1 JUL 2005 
This thesis submitted to the Senate of Universiti Putra Malaysia has been accepted 
as fulfilment of the requirement for the degree of Doctor of Philosophy. The 
members of the Supervisory Committee are as follows: 
Annuar Md. Nassir, PhD 
Professor 
Faculty of Economics and Management 
Universiti Putra Malaysia 
(Chairman) 
Shamsher Mohamad, PhD 
Professor 
Faculty of Economics and Management 
Universiti Putra Malaysia 
(Member) 
Taufiq Hassan Chowdury, PhD 
Lecturer 
Faculty of Economics and Management 
Universiti Putra Malaysia 
(Member) 
AINI IDERIS, PhD 
Professor1 Dean 
School of Graduate Studies 
Universiti Putra Malaysia 
xvii 
DECLARATION 
I hereby declare that the thesis is based on my original work except for quotations 
and citations, which have been duly acknowledged. I also declare that it has not 
been previously or concurrently submitted for any other degree at UPM or other 
institutions. 
MOHMAD ISA BIN HUSSAIN 
Date: 18 July 2005. 
TABLE OF CONTENTS 
DEDICATION 
ABSTRACT 
ABSTRAK 
ACKNOWLEDGEMENTS 
APPROVAL 
DECLARATION 
LIST OF TABLES 
LIST OF FIGURES 
LIST OF ABBREVIATIONS 
CHAPTER 
1 INTRODUCTION 
Capital Structure Choice and Firm Value 
Statement of Problems on the Determinants of 
Capital Structure 
The Asian Financial Crisis and its Impact on the 
Malaysian Economy 
Relationship between Macroeconomics Indicators 
and Corporate Performance 
The Linkages between Capital Structure and 
Financial Distress 
Statement of Problems on Corporate Financial 
Distress Prediction Model 
Overall Objective 
1.7.1 Specific Objective 1 
1.7.2 Specific Objective 2 
1.7.3 Specific Objective 3 
The Contributions of the Study 
1.8.1 Capital Structure Model 
1.8.2 Corporate Financial Distress Prediction Model 
Structure of the Research 
2 THE ASIAN FINANCIAL CRISIS, MALAYSIAN 
ECONOMY AND PN4 COMPANIES 
2.1 Asian Financial Crisis 
2.1.1 The Asian Region before the Crisis Period 
2.1.2 The Macroeconomic Fundamentals of the Region 
2.1.3 The Asian Region after the Crisis Period 
xviii 
Page 
. . 
11 
... 
111 
... 
V l l l  
. . . 
Xl l l  
xv 
xvii 
xxiii 
xxvi 
xxvii 
XIX 
The Impact of the Crisis on Malaysian Economy 
2.2.1 Malaysia Economic Fundamentals 
Before the Crisis 
2.2.2 Malaysian Economy after the Crisis 
2.2.3 Malaysian Government Policy Response 
2.2.4 Strengthening the Banking Sector 
The PN4 Companies 
2.3.1 The Impact on the Malaysian Listed Companies 
2.3.2 Criteria of Practice Notes 412001 
2.3.3 Initiative by the Bursa Malaysia to Minimize 
the Impact of Financial Crisis 
2.3.4 Current Status of PN4 Companies 
2.3.5 Characteristics of Affected Companies (AC) and 
Non-Affected Companies (NAC) 
2.3.6 Issues Confronting Shareholders of 
PN4 companies 
United States Bankruptcy Codes 
2.4.1 Bankruptcy Liquidation 
2.4.2 Bankruptcy Reorganization 
2.4.3 Comparison with Malaysia Bankruptcy 
Regulations and Initiatives 
3. THEORETICAL FRAMEWORK AND 
EMPIRICAL EVIDENCE 
3.1. Capital Structure Theories 
3.1.1 The Traditional View 
3.1.2 The Irrelevance Proposition 
3.1.3 The Static Trade-off Theory 
3.1.4 The Agency Theory1 Agency Costs 
3.1.5 The Pecking Order Theory 
3.1.6 The Free Cash-Flows Hypothesis 
3.2 Empirical Evidences of Capital Structure Determinants 
3.2.1 Firm Characteristic Variables 
3.2.2 Macroeconomics Variables 
3.3 Corporate Financial Distress Prediction Model 
3.3.1 Background and Methodology 
3.3.2 Definition of Corporate Financial 
Distress - An Ambiguity 
3.3.3 Traditional Financial Ratios and 
Market Conditions 
4 DATA AND METHODOLOGY 
4.1 Data 
4.2 Period of Study 
4.3 Panel Data Analysis 
Model Explaining Financing Decision 4.9 
Endogenous Variable and Measures of Leverage 4.1 1 
4.5.1 Book Value 4.13 
4.5.2 Market Value 4.13 
Explanatory Variables 4.14 
4.6.1 Proxy of Firm Characteristic Variables 4.15 
4.6.2 Proxy of Macroeconomics Variables 4.24 
Pooled OLS Estimation 4.27 
4.7.1 Testing the Significance of the Regression 
Model: F-Test 4.29 
4.7.2 Testing the Significance of the Partial 
Coefficients: t-Test 4.30 
4.7.3 Violation of the Classical Assumptions 4.3 1 
The Fixed Effects Model 4.32 
4.8.1 Reasons for Choosing the 
Fixed Effects Model 4.32 
4.8.2 The Fixed Effects Model with 
Firm Effects Only 4.33 
4.8.3 The Fixed Effects Model with Time Effects Only 4.36 
4.8.4 The Fixed Effects Model with both 
Firm and Time Effects 4.38 
Dynamic Model of Capital Structure 4.40 
4.9.1 Motivation of Using Dynamic Model 4.40 
4.9.2 Optimal Capital Structure Model and 
Speed of Adjustment 4.43 
4.9.3 Some Problems in Estimating Dynamic Model 4.47 
4.9.4 GMM Estimation Techniques 4.47 
4.9.5 Diagnostic Tests 4.56 
Prediction Model of Corporate Financial Distress 4.58 
4.10.1 Definition of Financial Distressed Firm 4.58 
4.10.2 Sample Selection 4.59 
4.10.3 Dependent Variable 4.60 
4.10.4 Independent Variables and Hypothesis 4.60 
4.10.5 The Logistic Model 4.65 
5. RESULTS AND DISCUSSION ON 
THE STATIC CAPITAL STRUCTURE MODEL 5.1 
5.1 Descriptive Statistics 5.1 
5.2 Correlation Analysis 5.3 
5.3 The Pooled OLS Regression Estimates 5.7 
5.3.1 Testing For the Presence of Heteroscedasticity 5.14 
5.3.2 The Consequences of Heteroscedasticity For OLS 5.1 7 
5.3.3 Correcting For Heteroscedasticity 5.18 
5.3.4 Testing For the Presence of Autocorrelation 5.18 
5.3.5 The Consequences of Autocorrelation for OLS 5.19 
5.3.6 Correcting For Autocorrelation 5.20 
5.3.7 The Final Model: GLS 
The Fixed Effects (FE) Model 
5.4.1 Testing for the Presence of 
Heteroscedasticity (FE Model) 
5.4.2 Testing for the Presence of Serial 
Correlation (FE Model) 
5.4.3 The Transformed Regression Estimates 
The Best Static Capital Structure Model 
Summary and Concluding Remarks 
6. RESULTS AND DISCUSSION ON 
THE DYNAMIC CAPITAL STRUCTURE MODEL 
6.1 The Dynamic Capital Structure Model 
6.1.1 Alternative Estimations 
6.1.2 GMM - The Appropriate Estimation 
6.1.3 The Goodness of Fit 
6.1.4 Analysis of the Estimated Coefficients 
6.1.5 The Speed of Adjustment 
6.1.6 The Long Run Parameters 
6.1.7 The Crisis Effects 
6.1.8 The Industry Effects 
6.1.9 The Board Effects 
6.2 Summary and Concluding Remarks 
7 RESULTS AND DISCUSSION ON THE 
CORPORATE FINANCIAL DISTRESS 
PREDICTION MODEL 
Definition of Financially Distressed Firm 
Sample Selection 
Independent Variables and Hypothesis 
7.3.1 Based on the Capital Structure Model 
7.3.2 Based on the Finance Literature 
The Logistic Model 
Findings 
7.5.1 Descriptive Statistics 
7.5.2 Correlation Matrix 
7.5.3 Parameter'Estimates and Pseudo R-Square 
7.5.4 In-Sample Overall Accuracy 
7.5.5 Predictive Power 
7.5.6 The Preferred Financial Distress 
Prediction Model 
Conclusion 
8 CONCLUSIONS, POLICY IMPLICATION, 
LIMITATIONS AND FURTHER RESEARCH 
8.1 Conclusions 
xxi 
5.20 
5.22 
5.29 
5.3 1 
5.33 
5.36 
5.38 
6.2 
6.2 
6.8 
6.10 
6.1 1 
6.2 1 
6.23 
6.25 
6.27 
6.30 
6.32 
7.1 
7.1 
7.2 
7.3 
7.4 
7.9 
7.10 
7.1 1 
7.12 
7.16 
7.19 
7.23 
7.23 
7.28 
7.28 
8.1 
8.2 
Summary of the Research Findings 
8.2.1 High Leverage Level and Short-term Debts 
8.2.2 The Best Static Capital Structure Model 
8.2.3 The Dynamic Capital Structure Model 
8.2.4 The Capital Structure Determinants 
8.2.5 The Speed of Adjustment 
8.2.6 Corporate Financial Distress Prediction model 
Policy Implications 
8.3.1 Capital Structure Model 
8.3.2 Corporate Financial Distress Prediction Model 
Limitations 
Further Research 
REFERENCES 
APPENDICES 
Appendix 2.1 : Major Indicators of Selected Developed Countries 
and East Asian Countries 
Appendix 2.2: Major Indicators of Malaysian Economy 
Appendix 4.1 : The list of Affected Companies and Non- 
Affected Companies 
Appendix 4.2: The Details of the 0-Score Calculation 
Appendix 4.3: The Summary of the Explanatory Variables 
Used, Its Definition and Expected Sign 
Appendix 5.1 : Sample Companies in Term of Numbers 
Appendix 5.2: Sample Companies in Term of Market Capitalization 
BIODATA OF THE AUTHOR 
ssii 
8.3 
8.3 
8.4 
8.4 
8.6 
8.7 
8.7 
8.10 
8.10 
8.13 
8.13 
8.14 
R. 1 
A. 1 
A.3 
A.6 
A.10 
A.12 
A.14 
A. 15 
B. 1 
xsiii 
LIST OF TABLES 
Table 1.1: 
Table 1.2: 
Table 1.3: 
Table 1.4: 
Table 2.1 : 
Table 2.2: 
Table 2.3: 
Table 2.4: 
Table 2.5: 
Table 2.6: 
Table 2.7: 
Table 2.8: 
Table 2.9: 
Table 4.1 : 
Table 4.2: 
Table 4.3: 
Table 4.4: 
Table 5.1 : 
Table 5.2: 
Table 5.3: 
Table 5.4: 
Table 5.5: 
Table 5.6: 
Table 5.7: 
Table 5.8: 
Table 5.9: 
Table 5.10 
Table 5.1 1: 
Number of Bankruptcy Cases in Malaysia (1 985-2003) 
Petition for Court Winding-up Received (1 996- 1999) 
Dissolution of Local Companies (1 994-2003) 
Macroeconomics Indicators and Corporate 
Performance (1 99 1-200 1 ) 
Danaharta Loan Recovery as at 3 1 December 2003 
Danamodal's Investment in Recapitalised 
Banking Institutions (As at 3 1 December 2003) 
The Five-Stage Process of Workout Exercise 
Status of CDRC Cases as at 3 1 December 2002 
PN4 Companies as at 3 1 December 2002 
Specified PN4 Companies as at 3 1 December 2002 
PN4 Companies and Total 
Market as at 3 1 December 2002 
The Reclassification of the Affected 
Companies from 2001 to 2003 
The Trading Status of PN4 Companies 
as at end of December 2003 
The Distribution of Companies by Boards and Sectors 
The Structure of the Panel Sample 
Six Measures of Leverage 
List of Selected Financial Ratios 
Used In the Second Prediction 
Model 
The Structure of the Panel Data 
Summary of Descriptive Statistics of 
Variables Use in This Study 
Test of Equality of Variables Means between Groups 
Correlation Matrix 
Summary of Standard OLS Regression Model 
(With all the Explanatory Variables) 
Summary of Standard OLS Regression Model 
(With Firm-Specific Variables Only) 
Summary of Standard OLS Regression Model 
(With Macroeconomics Variables Only) 
Results of Testing for the Presence of Heteroscedasticity 
Results of Testing for Autocorrelation 
Results of Regression Equation with AR (1) 
Summary of Fixed Effects Model Estimations 
(With Individual Firm Effects Only) 5.25 
xxiv 
Table 5.12: 
Table 5.13: 
Table 5.14: 
Table 5.15: 
Table 5.16: 
Table 6.1 : 
Table 6.2: 
Table 6.3: 
Table 6.4: 
Table 6.5: 
Table 6.6: 
Table 6.7: 
Table 6.8: 
Table 6.9: 
Table 6.10: 
Table 7.1 : 
Table 7.2: 
Table 7.3: 
Table 7.4: 
Table 7.5: 
Table 7.6: 
Table 7.7: 
Table 7.8: 
Table 7.9: 
Table 7.10: 
Table 7.1 1 : 
Table 7.12: 
Table 7.13 : 
Table 7.14: 
Summary of Fixed Effects Model Estimations 
(With Both Individual Firm and Time Effects) 5.27 
Testing For the Presence of Heteroscedasticity (FE Model) 5.3 1 
Testing For the Presence of Serial Correlation (FE Model) 5.33 
Summary of the Transformed Regression Equation 
Comparison between GLS and FE Models 
Alternative Estimate of Target Capital Structure 
GMM Estimate of Target Capital Structure 
The Results of the Goodness of Fit of GMM Models 
Speed of Adjustment by Maturity of Debts 
Comparison of Speed of Adjustment by Countries 
The Long-Run Parameters of the 
Dynamic Capital Structure Model 
The Results of Regression Model with Crisis Dummy 
Classification of Sector Dummy 
The Results of Regression Model with Sector Dummy 
The Results of Regression Model with Board Dummy 
List of Independent Variables Used 
(Based on the Capital Structure Model) 
List of Selected Financial Ratios Used 
(Based on the Finance Literature) 
Descriptive Statistic for the Basic Sample 
(For CS-Prediction Model) 
Descriptive Statistic for the Basic Sample 
(For L-Prediction Model) 
Correlation Matrix (For CS-Prediction Model) 
Correlation Matrix (For L-Prediction Model) 
Estimation Results of Logit Model 
(For CS-Prediction Model) 
Estimation Results of Logit Model 
(For L-Prediction Model) 
Classification Table (In-Sample Test) 
(For CS-Prediction Model) 
Classification Table (In-Sample Test) 
(For L-Prediction Model) 
Classification Table (Year 2000) 
(For CS-Prediction Model) 
Classification Table (Year 2000) 
(For L-Prediction Model) 
Classification Table (Year 1999) 
(For CS-Prediction Model) 
Classification Table (Year 1999) 
(For L-Prediction Model) 
